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103-1406

8 April 1993

Washington, DC

TAX TIPS. April means tax time, and the April 15 federal income tax deadline
will be here soon.
For that reason I wanted to devote this newsletter to
discussing several provisions of the tax code that help working families with
children and that you can take advantage of to reduce your federal taxes.
These tips are discussed below, and I hope you will find this information
helpful.
Adjustments to Income
What are the personal and dependent exemptions and how much are
they Yorth?
You can claim a personal exemption for yourself, your spouse,
and each person you claim as a dependent, such as your nlinor children or a
parent, if you provide more than one-half of the dependent's total support
for the year and that individual does not have an income above $2,300.
If
you claim a dependent on a tax return, you must list the dependent's social
security number, if she or he is over age one.
Q.

The personal/dependent exemption has increased from
each individual claimed in 1991 to $2,300 for the 1992 tax year.

$2,150

for

Q.
What is the standard deduction and who is entitled to it? I f you
don't itemize your deductions, you are entitled to take the standard deduction.
For the 1992 tax year, the standard deduction has increased to $6,000 for a
married couple and $5,250 for heads of household (single parents). For married
couples, this represents an increase of $300 and $250 for heads of households.

What is the Earned Income Credit? I f you have at least one employed
parent in your family and your family's earned income in 1992 was less than
$22,370, you may be eligible for the Earned Income Credit (EIC). The credit
is refundable, which means that you can benefit from it even if you owe no
federal income tax. If you do owe federal income tax, the EIC can reduce the
amount owed.
If you are entitled to an EIC benefit that is larger than the
amount of income tax you owe, your tax will be reduced to zero and the Internal
Revenue Service will pay you the remaining amount of the EIC.

Q.

What is the Supplemental Young Child Credit and how do I apply
for it? Beginning with the 1991 tax year, families eligible for the Earned
Income Credit are also eligible for a.new tax credit for children who are under
the age of one at the close of the tax year. This provision can prOVide up
to an additional 5% tax credit. In 1992, the maximum supplemental young child
credit is $376.
Families can take advantage of either the Supplemental Young
Child Credit or the Dependent Care Credit, but not both.
Q.

Q.
As a single parent, are there any special provisions in the tax
code that I should be aware of? Bow do I count alimony and child support on
.
~ tax form?
As a single parent, you can flle
your taxes as "
headh
of ouseh 0_'d"
if you are unmarried (or considered unmarried according to the tax code) and
pay more than half the cost of keeping up a home for you and a dependent.
If you qualify as "head of household," then your tax rate will be lower than
the rates for single or married filing separately, and you may qualify for
the EIC and the Dependent Care Credit.
You also receive a higher standard
deduction than if you file as single or married filing separately.

Child support payments are not considered taxable income. However,
alimony is deductible by the payor and must be included in the spouse's or
former spouse's income. To be considered alimony, a payment must meet certain
requirements, so you should read the applicable IRS pUblications (especially
Publication 504) carefully.
Generally, noncash property settlements, payments
that are your spouse's part of community income, use of property, or payments
to keep up the payor's property are not considered alimony.
CHILD CARE

Q.

Who can file for the Dependent Care Credit? Is it refundable too?
If you are an employed single parent or you and your spouse both are employed
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and you pay someone to care either for your dependent child under age 13 or
a disabled dependent, or your spouse is disabled, you may be eligible for a
tax credit of up to 30% of your expenses. The credit cannot exceed the earned
income of the lesser earning spouse, unless one spouse is a full-time student
or is physically or mentally incapable of caring for himself or herself.
The
maximum amount of child care expenses that can be used to calculate the credit
is $2,400 for one dependent and $4,800 for two or more.
You cannot include
the cost of school for children in the first grade or above, or the expenses
for sending your child to an overnight camp.
If your family's adjusted gross income is $10,000 or less, the
dependent care credit is equal to 30 percent of qualified expenses, or $720
for one child and $1,440 for two or more children.
The percent decreases as
income increases, so that for families with an adjusted gross income of $28,000
or more, the credit is 20% of qualified expenses.
The tax credit is not refundable and there is no rebate to you
if your dependent care credit exceeds your tax liability.
Therefore, the
dependent care credit can only be used if you actually pay income taxes.
To claim the credit, you can use form 1040 or 1040A (not 1040EZ)
and you also must complete form 2441.
You must include the taxpayer
identification or employer identification number of the dependent care provider.
EDUCATION SAVINGS BONDS
Q.
Is IIIOney that I set aside f'or flfY children's college education tax
deductible? Generally not. However, beginning with the 1990 tax year, interest
income on Series EE U S savings bonds issued after December 31, 1989 that are
redeemed to pay for tuition and required fees at a college or eligible vocational
school may be excluded from taxable income.
You must be careful to show this
income in the appropriate place on your tax return.

Another popular way to save for your children's education is to
open a separate savings account in their names.
Each parent can give a child
a gift of up to $10,000 each year that is not subject to the gift tax.
This
gift is ~ deductible from a parent's income.
In addition, if your children
are under age 14, then a portion of any investment income over $500 is taxable
at your tax rate.
If your children have $1,000 or more in investment income
and it is the only income your children have, you have the option of reporting
it to the IRS as part of your own tax return.
HEALTH CARE
Q.
Are lIlY f'amilles medical expenses tax deductible?
You can only
deduct the cost of major medical expenses, including what you pay for health
insurance, that exceed 7.5% of your adjusted gross income.
In order to take
this deduction, you must itemize your deductions on Schedule A (Form 1040).
Q.
I heard that Congress passed a new tax credit f'or health insurance.
What does this mean f'or me? Beginning with the 1991 tax year, families eligible
for the Earned Income Credit may also take advantage of a new credit for health
insurance premiums that they purchase for their children. However, this credit
is (not) available to families who purchase health insurance through an
employer-sponsored health plan on a pre-tax basis.
When fully phased in by
1995, the maximum credit will equal 6% of the families' earned income.
For
the 1992 tax year, the maximum health credit is $451 per family.
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FOR THE LOVE OF A CHILD.
April is National Child Abuse Prevention Month.
All year, but particularly during April, we focus on promoting public awareness
of the national tragedy of violence and neglect towards our children. In fact,
a national toll-free hot line is in place to ass ist with this effort.
It is
1-800-4-A-CHILD and operates 24 hours, 7 days a Week. Its purpose is to respond
to any caller in need of assistance, whether it be a professional, a child
or an adult who is in an abusive situation or simply needs information about
child abuse and neglect.
This hotline reSource is one means of addressing
this problem.
Another, and I feel the most important, is for all of us to
recognize the signs of child abuse and to commit ourselves to stopping the
victimization of our most precious resource -- our children.
Working together
we can help to end child abuse.
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